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RURAL ECONOMIC DEVELOPMENT IN THE 1980'S: PREPARING FOR THE FUTURE.
Agriculture and Rural Economy Division, Economic Research Service, U.S.
Department of Agriculture. ERS Staff FReport No. AGES870724.

ABSTRACT

Structural change in the economy 18 causing eccnomic stress in rural America,
in sharp contrast with the 1970's, when growth and economic vitality were the
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information on changes in the structure and performance of the rural economy
and on alternative policies to facilitate the adjustment of displaced people
and their communities.
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FOREWORD

Structural change in the economy is causing economic stress in rural
America, especially in areas with a heavy dependence on agriculture,
mining and energy, and manufacturing. This contrasts sharply with the
1970's when widespread economic growth and vitality were the dominant
rural themes. Rural economies in the 1980's are characterized by slow
job growth aad high unemployment, outmigration and reduced population
growth, and underdeveloped human resources,

In response to these conditions, the Senate Appropriations Committee
directed the Economic Research Service to "... conduct a study to
identify alternatives for maintaining and strengthening economic
development in rural communities....” This report, which responds to
the Committee's request, synthasizes existing knowledge on rural
issues. The report contains up-to-date information on changes in the
structure and performance of the rural economy and on alternative
policies to help displaced people and rural communities adjust to the
change.

Selecting a nationel rural development policy 1s ultimately a balancing
of the interests of groups whose opportunities are being affected. We
identified macroeconomic, sectoral, territorial, and human resource
policies as the rour general elements of public intervention affecting
rural economic development. Our research suggests that macroeconomic
and human resource policies are likely to be most effective in dealing
with problems facing rural areas in the 1980's and '90's. Human
resource polici.s in particular help people to adapt to changing
technologies and marketplace conditions., Such adaptations are
essential if rural areas are to maintain a competitive position in the
national and global economies and share in economic growth. The future
role of sectoral and territorial policies is less clear. They may
encourage resources to become trapped in inefficient locations and
industries.

We hope that this report providus information useful to the Congress in
debating and making the hard choices among alternative policies,
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JOHN E, LEE, Jr.
Administrator
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EXECUTIVE SUMMARY

The Rural Developmeat Situation

While growth and economic vitality were the dominant rural themes in the
1970's, structural change and economic dislocation have become overriding
rural issues in the 1980's. In recent decades, the rural economy has
shifted from heavy dependence on natural resource-based industries to more
reliance on manufacturing and services industries, much of it in low-wage,
low-skill johs. This industrial restructuring has left rural areas open to
rapid shifts in production technologies which appear to have reduced their
competitive position in the national and international economy. At the
same time, the rural economy has become more closely tied with national and
global economies, making it more sensitive to changes in macro policy,
business cycles, and global competition.

In the 1980's, downturns in several industries important to rural areas
(agriculture, miaing and energy, and manufacturing) coincided, turning what
would normally be local or regional problems into a widespread rural
decline of national proportions. Rural economic adjustment and stress in
the 1980's include:

Slow Rural Job Growth and High Unemployment

o Overall rural employment growth since 1979 (the peak of the
last business cycle) has been slower than urban employmeut
growth: 4 percent vs. 13 percent. Slow growth is conc 2ntrated
in the natural resource and goods-producing industries.
Counties depending on mining and energy extraction actually
declined by 9.5 percent in total employment, while agriculture
counties showed virtually no growth and manufacturing counties
grew by only 2.7 percent.

Stress in the rural economy is ind.cated by high unemployment
rates. As of 1986, more than 1,000 rural counties had annual
average unemployment rates of 9 perceunt or higher. High
unemployment rates are concentrated in the manufacturing
counties of the South and East, and the mining and energy
counties of Appalachia, the Gulf Coast, and scattered areas of
the Northwest. Measured unemployment is lower in agricultural
areas, but for technical reasons unemployment rates are not a
good measur2 of economic stress for these areas.

Reduced Nonmetro Population Growth

o Slowed nonmetropolitan population growth in the 1980's seems to
signal a return to the generailzed rural decline of the 1950's
and 1960's. In 1985-86, nonmetro areas lost 632,000 persons to
metro areas due to outmigration. This is a larger outmovement




than the annual average of either the 1950's or 1960's, and a
dramatic turnaround from the 1970's, when nonmetro areas had an
annual net migration gain of over 350,000 persons.

Almost half of all nonmetio counties (1,160) lost population
during 1983-85, nearly three times the number (460) that lost
population during the 1970's. Population decline and
outmigration are concentrated in the Plains and Western Corn
Belt, but have recently spread to the Lower Great Lakes and
parts of the South.

Slow rural population growth and net outmigration are responses
to a shift in the relative performance of rural economies, but
they do not necessarily indicate that the remaining population
1s impoverished or that communities lack essential services and
facilities., While these outcomes may be the result in some
areas, in other areas the persons left behind may have improved
income and wealth pocitions and the communities may have an
oversupply, rather than a lack, of public facilities.

Underdeveloped Rural Human Resources

o

Throughout the century, a disproportionate share of the
Nation's poor have resided in rural areas. In 1985, the
poverty rate of the nonmetro population was 18.3 percent
compared with 12.7 percent of the metro population. The metro
poverty rate has been falling during the recovery from the
recession of the early 1980's, but the nonmetro rate has not.

The characteristics of the nonmetro poor differ from those of
the metro poor. The nonmetro poor are more likely to be
elderly, white, and living in the South. Work effort is much
higher in poor nonmetro families. Over two-thirds of poor
nonmetro families had at least one worker and one-fourth had
two or more workers. As a result, the structure and
performance of rural labor markets have zn important impact on
rural poverty.

Nonmetro persons continue to lag behind metro persons in years
of formal education. The gap in high school completion has
persisted at about 10 percentage points since 1960, 4nd the gap
in college completion has actually increased since that time.
Residential differences in educational attainment are even more
marked for racial minorities., Low educational attainment and
1lliteracy are especially high in the South. School dropout
rates are also high, and expenditures for public schooling are
relatively low in the region, suggesting that little progress
1s currently being made in reducing educational disadvantage.
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These conditions do not characterize all rural communities, because
rural America is very diverse. Accordingly, generalizations
frequently mask important differences among local areas. For example,
while nonmetropolitan areas as a whole experienced outmigration during
the 1980's, retirement/recreation areas have continued to grow
rapidly. And while the overall industrial composition of the rural
economy is quite similar to that of urban America, the economies of
individual local areas tend to be specialized. About 700 of the 2,400
noametro counties specialize in agriculture, nearly 700 more are
principally dependent on manufacturing, and about 200 depend heavily
on mining and energy extraction. Relatively poor performance in these
three sectors has been the principal cause of rural economic stress in
the 1980's. Since these industries tend to be regionally
concentrated, targeted State and multi-community development
strategies are more appropriate than a uniform national rural
development approach.

Elements Of A Rural Policy

Macro Policy - The rural economy is now an integral part of the
national and global economy. Overall, rural employment is slightly
more sensitive to changes in macro policies than is urban employment.
These differences are particularly pronounced in the nonmetro
Northeast and South, because of the relatively greater importance of
manufacturing in these regions. The period from 1980-85 illustrates
the fact that monetary and fiscal policy also play an important role
in determining the competitive position of U.S. industry. Tax
policies also influeace rates of saving, investment, and capital
formation, with potentially significant effects on overall employment
growth and its composition. Rural areas have a major stake in macro
policies that promote rapid rates of real economic growth. Such
policies are likely to reduce economic stress accompanying structural
adjustment in rural arees.

Sectoral Policy - Sectoral policy regulates the performance of
individual industries or focuses on redressing industrial decline. It
includes tax, regulatory, and direct investment programs targeted to
specific industries. These programs are seen as a strategy to restore
America's competitive position. Because current rural stress results
primarily from adjustments in agriculture, mining and energy, and
manufacturing, sector-specific economic policies are an option to
consider. At the same time, such policies have the potential to
becume primarily protectionist, thus inhibiting needed adaptation and
change in rural economies.

Territorial Policy - National rural development policy has usually
focused on strategies to ameliorate differentials in levels of
economic activity, growth, and rates of return between rural and urban
areas. Federal programs specifically aimed at rural economic
development have devoted .he majority of their funds to public
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infrastructure, attempting to increase local comparative advantage and
encourage local job creation. Current widespread rural stress results
from a complex set of economy-wide and international factors, which
may significantly reduce the efficiency and feasibility of such
place-specific policy.

Human Resource Policy - Rural educational attainment continues to be
lower than urban, with the South exhibiting particularly serious rural
educational disadvantage. Human resource problems have impacts on
both rural and urban labor market performance, because many of our
rural youth will spend their working lives in urban areas. Industrial
and occupational restructuring now occurring in the rural economy are
displacing many rural workers, putting a premium on their learning new
or expanded job skills. Human resource policies to prepare people to
enter the labor force, to equip them for occupational changes, and to
enhance their opportunities to be reemployed if they are displaced,
are central to successful amelioration of rural economic stress.

Policy Choices

Our analysis of rural conditions and the economic forces at work leads
to several observations about alternatives for future rural policy
that may better inform the policy choices that are made.

o The economic adjustments now creating stress in rural areas present
a dilemma for territorial strategies, Promoting growth where people
currently live and in occupations or industries in which they now
work is the least disruptive to existing community and family
structures, and is the most politically attractive. But current
rural economic adjustments appear to result largely from real
competitive disadvantages, not failures of information or capital
markets, or from generally inadequate rural infrastructure. Thus,
rural policy that provides public subsidies for development in-place
often traps resources in inefficient businesses or locations, The
overall regional and national economy is better served by policy
that facilitates a smooth and rapid movement of capital and labor
from weaker to stronger industries, and from less competitive to
more competitive locations,

o Policies that provide protection to industries that can be
modernized and become more competitive have many advocates, There
are, however, serious questions about how to identify specific
industries or firms to assist, and it is difficult to end programs
of protection once they are begun. Longrun prosperity for rural
areas cannot be achieved by subeidizing certain sectors or firms to
protect them from a highly competitive world economy. Such
subsidies are costly, They stifle creativity and new enterprise
development. They may not even stem near-term job losses because
their success often depends on adoption of labor-saving
technologies. Ultimately, they oaly postpone inevitable structural
adjustments,




The future course of farm employment is almost certainly one of
decline. There is no near-term prospect of employment recovery in
mining and energy industries, and future job gains in rural
manufacturing seem unlikely to provide the impetus for rural growth
that they did in the 1960's and early 1970's. Thus, rural economic
development policy too closely tied to revival of these sectors 1is
unlikely to succeed. In particular the declining significance of
agricultufe as an employer of rural workers and as a source of rural
income has made farm policy ineffective as a strategy to improve
general rural well-being. The interests of the agriculture sector
and the territorial needs of rural areas would be better served by
separate policies that have distinct objectives.

Externalities, i.e., mismatches between who benefits and who pays
for certain activities, are often used as an economic rationale for
public policy intervention. For national rural development policy,
the strongest case for the existence of externalities can be made
for education and training programs. Many rural communities
undergoing structural change will be unable to capture the benefits
of higher spending on improved basic education or occupational and
skill training and retraining, because graduates of these programs
will often leave the community to find better labor market and
entrepreneurial opportunities. States may face a similar problem in
capturing the benefits of human resource investments. Thus, Federal
programs to improve the human capital endowments of rural youth and
the rural workforce (including workers dislocated in the current
industrial restructuring) are the only way to overcome chronic
underinvestment in rural human resources. They also have a major
impact on overall economic pe.formance of the Nation, not just on
successful rural development.

Diversity among rural communities makes the task of designing a
national rural development policy mcre difficult. Some rural areas
may need assistance, others do not, and the kind of assistance
likely to be needed varies from State-to-State, and

communi ty-to-community. This situation enhances the role of States
in developing and delivering rural programs. States may be able to
promote collaboration among nearby rural communities, helping each
one to identify a specialized role to play as a “neighborhood” in
their rural region. Regional rural approaches might make possible
some economies of greater scale, and the attractiveness of liarger
and more varied labor markets, thus enhancing the range of feasible
development options.

Rural communities and rural people must shoulder the major
responsibility fcr identifying opportunities for local economic
development and mobilizing resources to deal with structural change.
Local efforts will not assure the growth of every rural community,




and collectively they will fall sho:'t of generating enough rural
jobs for all our current rural residents. Still, to stem the
outflow of rural incomes to urban areaz, and overseas, rural
consumers can someiimes be offered more goods and services produced
locally. New business startups show considerable potential to
improve the performance of many .urai economies and generate new job
opportunities., Rural businesses can overcome cost disadvantages due
to remote location by producing specializad goods and services that
fill market niches, Public policy that facilitates new rural
enterprise creation, by reducing information and transactions costs
for private providers of venture capital, can assist in assuring the
availability of financing for rural development, The availability
of other services to local entrepreneurs, e.g., management,
accounting, and marketing services, can also enhance the success
rate of small business startups.,

National and international markets set overall constraints, but the
success of individual local rural economies still depends
importantly on the entrepreneurial decisions of individual firms.
The community environment in which these decisions are made is
important. Many rural communities lack the organized institutional
and leadership base that could enable them to identify and pursue
local economic development opportunities aggressively. Public
policy that builds the capacity of local institutions to
realistically assess their comparative economic advantage, identify
competitive opportunities, and marshall the public and private

resources to exploit these opportunities can make a difference to
the future development of rural communities.

There are numerous physical infrastructure problems in rural areas
that are real constraints to future growth, but probably not the
infrastructure problems that were the major targets of past Federal
economic development programs, Those targeted programs looked most
often toward the growth of goods-producing industry as the way to
achieve economic development, and that does not appear to be a
likely scenario for most rural communities in the next several
years. A more important const aint to future rural job creation is
likely to be the inadequacy of rural information and communications
infrastructure to support service sector growth,

Many of the site-specific infrastructure investments that rural
communities want to undertake (e.g. industrial site development)
have very limited spatial effects and require modest levels of
funding. Given other competing national priorities, a lack of
evidence of a shortage of funds for such rrojects, and political
consensus on shifting the responsibility to State and local
governments in our Federal system, there is little reason for a
major Federal role in funding these projects. Most of the projects'
benefits will be captured locally and users might well be charged
fees to recover most of the costs.




Ultimately, the choice of national rural development policy is political, a
balancing of the interests of groups whose future opportunities are being
affected by widespread stress and structural change in the rural economy.
Given the diversity of rural conditions and interests, much of the
responsibility for devising program strategies to deal with rural stress
will fall to St>te governments, and successful implementation of programs
will depend on the leadership of rural communities. There are, however,
significant externalities resulting from rural structural change that
provide tho economic rationale for a Federal role. That tole includes
creating a macro environment conducive to economic growth, facilitating
multi-state or multi-community approaches to solving rural problems, and
assuring adequate levels of investment in rural human resourc.:s. The
Federal Government also has a comparative advantage in providing
information and conducting analyses of broad national and rural econonmic
change that help to shape policy.

Some will arg . for a broader Federal role based on their perceptions of
inequity resulting from the rural stress of structural change. Ttere are
human costs associated with geographic and c cupational mobility, just as
there are economic (and budget) costs associated with policies to slow the
process of change. Historically, the performance of the U.S. economy has
been enhanced by its ability Zo adapt to changing technologies and
marketplace conditions. There appears to be little disagreement that
future adaptation will be required, and that overall, public policy should
be designed to facilitate that process. There is, however, considerable
debate about the rate at whi:h structural change should proceed, and the
role of public policy in ea.ing the adjustment burden for displaced people
and impacted communities.




CHAPTER 1

RURAL CHANGE AND THE RURAL ECONOMIC POLICY AGENDA FOR THE 1980°'S

David L. Brown and Kenneth L. Deavers

Abstract. Rurai America has different problems and opportunities in the
1980's than in previous decades. These differences are relevant to
public policy concerning rural economic development. The primary rural
issue has moved from revitalization in the 1970's to economic dislocation
and stress in the 1980's. The economic, social, and demographic
diversity among rural areas indicates that programs tailored to
particular types of rural economies may be more effective than more
generalized programs.

The rural economic policy agenda changes over time in response to changing
economic, social and demographic corditions.l/ Thirty years ago, agriculture
dominated the social and economic well-being of most of the rural population.
In 1950, 23 million Americans, 15 percent of the Nation's population, lived on
farms. In rural areas, 4 of every 10 persons lived on a farm, and almost a
third of the Nation's nonmetropolitan work force was engaged directly in
agriculture (1, 24).2/ Hence technological and organizationgl changes in
agriculture, and public policy relating to agriculture, were dominant forces
shaping rural life both on the farm and in rural communities.

Rural America in the 1950's was characterized by economic disadvantage and
widespread poverty, although, as Michael Harrington observed in The Other
America, rural poverty was often concealed by a facade of pastoral beauty (11).
As a consequence, the major engagements 'n the War on Poverty were fought in
the cities. Rural poverty was relatively neglected (4). This neglect v:s
formally addressed in 1967 by President Johnson with the creation of a National
Advisory Commission on Rural Poverty. The Commission's final report, The
People Left Behind concluded that, "rural poverty is so acute as to be a
national disgrace.”

With this background in mind, this first chapter identifies what is different
in rural America in the 1980's compared with the 1970's, and suggests
implicat.ons of these new trends for rural economic policy. Measures of the
socioeconomic conditions of rural areas are important in assessing the need for
continued public programs to assist rural areas, while information on
rural-urban differences helps justify separate {(or separately administered)
rural and urban policies (6). The diversity of conditions among rural areas
themselves provides a rationale for multi-dimensional policies that target
assistance to areas of greatest need and/or opportunity.

David Bvown 18 Associate Director and Kenneth Deavers is Director,
Agriculture and Rural Econom, Division, ERS.

lj The terms and rural and nonmetropolitan (nonmetro) are used
interchangeably in this paper, except when citing data.

2/ Underscored numbers in parentheses refer to sources listed in the
references section at the end of the chapter.




New Forces Shuping U.S. Rural Policy

Regardless of one's perspective, whether it be economic, social, or
demographic, present day rural America bears little resemblance to the 1950's.,
Population size, growth, and composition; the industrial and occupational
structure of the rural economy; the general level of living and socioeconomic
well-being; and perhaps most important of all the linkages binding nonmetro and
metro economies and communities together have all changed significantly.

Socioeconomic conditions in rural America have generally improved compared with
three decades ago, and rural-urban differences, while still present and
important, have diminished greatly, Rural America, once an adjunct to the
mainstream of American life, is now closely integrated with national events.
However, given this general appraisal, rural economic conditions have worsened
significantly since 1980,

If rural revitalization was the theme of the 1970's, economic stress is the
overriding nonmetro issue of the 1980's. This stress is associated with both
cyclical trends, such as a slow recovery from the 1979-82 recession, and with
basic changes in the structure of the nonmetro economy including very slow
growth in manufacturing employment because of greater import competition and
enhanced labor preductivity due to technological change. These cyclical and
structural changes affect, and are affected by, the human resource base of
rural economies. Moreover, all of these trends and changes are taking place
within the context of changes in the Federal system of government, and these
organizational changes affect governments' response to the changed social and
economic context,

Cyclical Trerds

Prior to the 1970's, the nonmetro unemployment rate was lower than the metro
rate--remaining below the metro rate throughout recession and recovery. The
most recent recession represents a significant break with that pattern. The
nonmetro unemployment rate rose more rapidly than the metro rate, peaked at a
higher level, and has remained above the metro rate throughout the 1980's
(table 1--see tables at end of chapter). Employment in timber industries fell
as new housing starts declined. Many rural manufacturing plants were linked to
the struggling auto and steel industries. And mining and other energy
extractive industries once again suffered a severe contraction., The textile,
clothing ard leather goods industries, which are concentrated in nonmetro
areas, also suffered from enhanced import competition during this period., In
addition, nonmetro areas were more heavily affected by involuntarily shortened
work weeks, and a higher percentage of nonmetro workers became discouraged from
looking for work than was true of metro workers. Both of these factors
contribute to a greater underestimation of the unemployment rate in nonmetro
than in metro areas, as shown by the adjusted rates in table 1.

Rural areas have recovered from the recession more slowly than metro areas. In
fact, the data in table 1 show that the nonmetro unemployment rate actually
increased between 1984 and 1985 while the metro rate declined. As of 1985, the
official nonmetro unemployment rate remained 1.5 percentage points above the
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metro rate and the difference in eijusted rates was 3 percentage points. Most
of this difference ig¢ explained by the poor performance of the nonmetro
manufacturing sector which lost 450,000 jobs in the recession and regained only
about 20,000 jobs between 1982 and 1983 during the beginning of the recovery.
Improved performance of this sector seems to be the key to future development
for many individual areas. However, the issue may be more complex--requiring
either a transition to a post-industrial, service-producing economy, or success
in capturing a different mix of manufacturing activities than fuelad the rural
growth of that sector in the 1960's and 1970's.

The unemployment rate seriously underescimates the extent of economic hardship
in local labor markets, urban or rural., There is widespread agreement that
accurate documentation of local labor market performance requires measures of
underemployment. Clogg and others have developed a labor utilization framework
(LUF) to account for underemployment (5), and Lichter has used this framework
to evaluate relative economic hardship between metropolitan and nonmetropolitan
areas (14). Lichter demonstrated that in 1982, 25 percent of nonmetro workers
age 18-64 were underemployed compared with an unemployment rate of about 10
percent. Metropolitan areas had a similar unemployment rate (9.5 percent), but
only 21 percent underemployment.3/ Thus, the unemployment rate captured about
40 percent of employment-related hardship in nonmetro areas compared with about
45 percent of the hardship in metro areas. Nonmetro workers were considerably
more likely than metro workers to be at jobs that provided marginal earnings or
to be working part-time when they preferred full-time work. Nonmetro workers
were slightly more likely to be discouraged from looking for wurk.

Structural Changes In The Rural Economy

Industrial Transformation of the Rural Economy &/

The industrial transformation of U.S. (and rural) employment has included a
shift from predominatly agricultural to predominatly nonagricultural employment
followed by a change in the mix of nonagricultural jobs from goods production
to much greater emphasis on services. Bogue identified 1880 as the crossover
point for the first major transformation (2). In that census yeer,
nonagricultural workers first outnumbered agricultural workers. The second
transformation began in the 1960's when manufacturing's share of
nonagricultural employment first dropped below a third and the share accounted
for by services (including government) began to rise.

This transformation continues today. During the 1960's and 1970's nonmetro
areas comneted successfully with metro areas in attracting or creating new job
opportunities in manufacturing. In fact, the share of all U.S. wage and salary
manufacturing employment in nonmetro areas 1o0se from 19 percent in 1969 to 22

3/ The LUF includes five additional elements: discouraged workers,
underemployed workers conventionally defined, involuntarily part-time workers,
workers unemployed by low income, and workers whose jobs do not match their
preparation.

ij David McGranahan's comments regarding the occupational aspects of
industrial change are acknowledged.
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percent in 1984 (22). Roughly 40 percent of nonmetro citizens live in counties
primarily dependent on manufacturing for employment (2). This dependency
represents a significant structural transformation of rural America, In the
rural South particularly, the growth of manufacturing jobs helped many rural
households rise from poverty. At the same time, the growing rural
manufacturing base has had a disproportionate representation of low-wage,
labor-intensive industry, Again, the South is a case ia point because apparel,
textile, wood products, leather goods, shoes, and a few other low-wage
industries accouuted for 40 percent of total nonmetro manuf acturing employment
in 1983, compared with only 19 percent for the United States as a whole,

The U.S. goods—producing sector has experienced significant job losses as part
of the current structural realignment. In many areas, U.S. wage gains appear
to have substantially outstripped productivity gains, leaving the country
vulnerable to foreign competition. Nonmetro areas, because of the types of
products manufactured there, appear to be bearing a disproportionate share of
the shorter term structural adjustments in manufacturing. And competitive
problems have been aggravated by the high value of the dollar. Although the
dollar has declined against the Japanese Yen and some European currencies, it
“emains high against the currencies of several nations that recently became
direct competitors with ncametro manufacturers, Moreover, the introduction of
productivity-enhancing technology has exacerbated the situation by further
limiting employment growth in goods—producing industries.

Rural specialization in production activities has limited employment
opportunities for rural workers in the first half of the 198y's. Metro
employment grew more than three times as fast (10 percent) as nonmetro
employment (3 percent) during 1970-85. Slow employment growth has meant that
nonmetro areas had more difficulty absorbing new entrants to the work force,
and many manufacturing and mining workers who lost their jobs were not able to
find alternative employment. Within goods~producing industrial sectors,
nonmetro workers are more likely to have blue collar jobs and less likely to
have white collar jobs than metro workers. It is precisely these blue collar
jobs that are being lost in the American economy. Between 1979 and 1985, white
collar manufacturing employment rose 10 percent and blue collar manufacturing
declined 15 percent which resulted in an overall job loss in manufacturing of 6
percent,

In addition to the adjustment provlems already discussed, the rural economy 1is
sharing fundamental industrial restructuring with the rest of America. Service
industries uow employ wany more rural workers than goods-producing industries,
and most of the job growth in rural areas since the late 1960's has been in the
service sector. The trend appears to have accelerated since 1969. Of all new
nonfarm wage and salary jobs created in rural areas, 83 percent have been in
the service sector. Since 1979 more Jobs have been created in services than
have been lost in manufacturing and resource-based industries (22) (table 2).
The Bureau of Lsabor Statistics has projected that 90 percent of the 16 million
new jobs expected in the United States between 1984 and 1935 will be 1n the
service producing sector (17). Buataess, personal, and medical services are
expected to account for over half of the new Jobs. The business services
gector 1s expected to add the largest number of new Jjobs because of the
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increasing trend among firms toward contracting out some services and because
of the growth in demand for computer software and other modern business
services.

Because many service sector jobs are often low-wage jobs, some observers have
suggested that this will lead to a "bipolarization” of the work force--that is,
the disappearance of many high-paid industrial jobs and their replacement by
low-paid service jobs will lead to a decline in the industrially supported
middle-income class. Available evidence does not support that predictionm,
principally because jobs in high-wage manufacturing have been lost much more
slowly than in low-wage manufactvring. Thus, many of the newly created service
jobs are at wage levels equal to or above those being lost in the
goods-producing sector. This leads to a net improvement in thke income
prospects for many workers.

For nonmetro areas, industrial restructu:ing poses some serious challenges.
First, rural manufacturing employment is heavily concentrated in low-wage
industries and, within these industries, in blue collar occupations. Thus,
rapid job losses in low-wage manufacturing are likely to have a
disproportionately negative effect on nonmetro areas. Second, rural areas do
not appear to be attracting a large share of the "high tech winners" among new
service jobs. And third, particular industrial activities are concentrated by
region. For example, nonmetro manufacturing is heavily concentrated in the
South and East (fig. l--see figures at end of chapter). This means that a
geographically concentrated group of nonmetro areas may experience structural
emplovment problems at the same time. This situation is similar to the current
regional concentration of financial stress in the farm sector,

Farm Financial Stress——on the Farm and Past the Farm Gate

In the mid-1980's no discussion of rural economic issues would be credible that
did not recognize the serious financial stress being experienced by a
significant component of U.S. agriculture. Economic Research Service (ERS)
data for December 1985 showed some 10-12 percent of U.S. farm operators, who
owed 37 percent of farm operator debt, to be in serious financial difficulty as
measured by a debt/asset ratio greater than 0.4 and negative net cash flow
(table 3)(32). Many of these farmers are commercial scale operators who are
unlikely to be able to restructure their businesses successfully, and thus will
be forced from farming. Given the geographical concentration of these farms,
many rural communities in the Northern Great Plains and Western Corn Belt
regions are already experiencing farm-related development problems,

Research on farm-dependent counties, which identifies about 700 nonmetro
counties that depend on farming for at least 20 percent of total labor and
proprietors' income, indicates how difficult the adjustment problems may be for
many rural communities (fig. 2) (2). Table 4 shows farm-dependent areas to be
relatively small in population, sparsely settled, remote from urban
opportunities, and with little other local economic activity. Because many of
these counties are clustered together, farmers forced to leave farming may hLave
to move (or commute) considerable distances to find alternative employment.




0f course, the current adjustment follows nearly 30 years of continuous farm
consolidation and population loss for many of the affected areas., The problem
is not new, but it represents a dramatic departure from what happened in the
1970's (13). Farmers who leave farming for economic reasons in the 80's have
different characteristics than those who left in the past. They tend to be
young, relatively well educated, and they operated commercial-scale farms.
Past displacements were concentrated among tenant farmers (many of whom were
black, poorly educated, and who generally had little or no managerial
responsibilities for their farms), and smaller scale commercial operators.

Another aspect of current farm stress 1s that the causes are prima:-ily outside
of agricuiture, and difficult to address with traditional farm policy
instruments. High real interest rates, an overvalued dollar, and the current
period of disinflation following immediately on the heels of a period of rapid
inflation are all important contributors to farm financial stress. These
factors are simply indications of how dependent the overall health of U.S.
agriculture is on macro- and international economic forces.

The implications of financial stress for farm-related households and
communities are not as well understood as implications for the overall
performance of the farm sector. However, recent research indicates that farm
financial stress has far-reaching effects throughout farm-dependent
communities. In a study conducted for the U.S. Senate Committee on
Governmental Affairs, Stinson documented that lower farm prices and reduced
land values have resulted in reduced local government revenues (20). As a
consequence, some farming areas face reductions in essential public services.
Other research has shown that farm financial stress 1s associated with the
recent surge in rural and agricultural bank failures. Although most failed
banks eventually reopen under new management, bank failures can hurt local
credit availability throughout the community (10).

Human Resources Issues

Changing Dimensions of Rural Poverty

A disproportionate share of the Nation's poor have resided in rural areas
throughout this century. The lastest data available from the Census Bureau,
the Current Population Survey, and other sources all indicate that this
situation persists today. In 1985, the nonmetro poverty rate was 18.3 percent
compared with a 12,7 percent metro rate (fig. 3). Even when in-kind transfers
are included with other income, 13.2 percent of nonmetro people failed to have
enough income to meet minimal basic needs--the official definition of poverty.
In metro areas the comparable figure was 9.3 percent.5/ While poverty rates
declined during the mid-1970's, both metro and nonmetro rates have risen since
the 1979-82 recession and were substantially higher in 1985 than a decade
before (7).

Not only is poverty more prevalent in nonmetro aredas, but the characteristics
of the nonmetro poor also differ from those of poor persons in metro areas.
The normetro poor are more likely to be elderly, white, and to live in the

5/ These figures ar2 for 1983, the latest date for which data on in-kind
transfers are available.
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South than is true of the metro poor. Labor force attachment is much higher in
poor nonmetro families. Over two-thirds of the nonmetro poor families had at
least one worker in 1985, and over one-fourth had at least two workers. In
metro areas only 58 percent of poor families had even one worker.

The composition of poverty has changed during the last decade. Some of these
compositional changes serve to further differentiate the nonmetro and metro
poor, but most changes hzve affected metro and nonmetro areas alike (table 5).
Changes in the age and family corposition, and regional location of poverty are
especially notable (18). Since 1973, the poverty rate among older persons has
declined from 16 to 14 percent, while the rate for youths increased from 14 to
22 percent, This reversal was experienced in both metro and nonmetro areas; in
nonmetro areas poverty among older persons fell from 23 percent to 18 percent,
and the rate for youths rose from 17 to 24 percent. The improved income
position of older persons is due to the initiation of the Supplemental Security
Income program which established a nationally uniform minimum bemefit level for
needy elderly, disabled, and blind people and the indexing of Social Security
for inflation beginning in 1974.

The overall economic improvement of elderly persons masks important differences
among subgroups of the aged population. The elderly as a group have gained in
average income because new cohorts entering the older age groups are more
affluent than their predecessors. The cash income of the older elderly, in
contrast, has declined. The oldest of the elderly population (those 80 and
over) are disproportionately located in nonmetro areas, and the nonmetro
elderly have only three-fourth the income of metro elderly. So the income
position of the rural elderly continues to be an important issue.

The diminished economic position of children is related to changes ir household
and family structure, and especially the increase in fzmilies maintained by
women with no spouse present. The greatest share of the Nation's poor (45
perzent) live in married couple families, but over a third live in
female-headed single-parent units. The poverty rate among these households is
substantially higher than for other family types. This is true in both aetro
and nonmetro areas, but more pronounced in nonmetro areas where the poverty
rate is 43 percent for female-maintained families compared with 13 percent for
other family households. Furthermore, 58 percent of nomnmetro children 1living
in female-headed families are poor compared with 18 percent of children living
in other family types. The child poverty rate has increased for all residence
and family types since 1973.

Rural poverty continues to be concentrated in the South, but the proportion of
the nonmetro poor living in this region has declined from 60 percent in 1973 to
about 50 percent in 1985 (7). This regional shift results from improved
conditions in the rural South and from a deterioration of economic conditions
in other regions. During the past decade there have been major economic
downturns in agriculture, energy, and mining industries (a disproportionate
number of wnich are located in the Northwest and Midwest), and in rural
manufacturing which has been subjected to increased international competition,
Rural manufacturing, as indicated in figure 1, is p:imarily located in the
South and Midwest (2).




Reduced Nonmetro Population Growth and Migration

The relative rates of metro and nonmetro population growth and M€t migration
reversed from their traditional patternm of increasing urbanizstion to favor
nonmetro areas during the 1970's. The "population growth turnafound” wag one
of the most surprising and significant demographic events of the decade, For
the decade as a whole, the nonmetro population grew by 13.5 per 1,000 per year
compared with 10.1 per 1,000 per year for metro areas (table 6)+ The
pervasiveness of the turnaround can be judged by the fact that the rate of
nondetro population growth increased in all four census region8» 80d the
nonmetro rate exceeded that of metro areas in all regions but the South,
Moreover, nonmetro growth increased in areas separated from direct metropolitan
contact as well as in counties adjacent to metro areas. And smdller areag grew
more rapidly than larger areas, indicating decentralization amon8 rural areas
themselves. Research’conducted during the 1970's clearly indicated that both
economic and noneconomic factors were responsible for the nonmetT© Population
revival (8). An increasingly diversified and revitalized nonmetI® €conomy,
community modernization, and deeply held preferences for rural 1iving all
figured in the migrati-n reversal.

Nonmetropolitan growth began to slow by the end of the 1970's (19). Post-1980
county population estimates indicate that uonmetro areas are no¥ 8rowing at a
lower rate than metro areas. The data indicate that the nonmetf® aMnual growth
rate declined from 13.5 per 1,000 during the 1970's to 7.4 per 1,000 g
1980-85. In contrast, the metro rate rose slightly from a little over 10 per
1,000 in the 1970's to 11.5 per 1,000 during 1980-85. Although RONmetro growth
slackened during the late 1970's and early 1980's there was no 7€t Outmigration
until 1982-83. However, current data show a nonmetro net nigration loss to
metropolitan areas of aboyt 632,000 persons between 1985 and 1986 (table 7).
Accordingly, reduced nonmetro growth of the 1980's may signal 8 Feturn to the
generalized decline of previous decades. Almost half of all nodMmetro counties
(1,160) lost population during 1983-85, compared with 460 that 198t Population
in the 1970's. During the 1960's, 1,300 lost population. NonmetI® Population
decline is still concentrated in the Plains and Western Corn Belts but has also
spread to the Lower Greal Lakes and to parts of the South (Appalachia, Delta,
Texas Plains) during 1980-85 (fig. 4). However, the rates of decline
experienced by these areas are significantly less than in the 1960'S. Thus,
the mos. recent nonmetro losses are equivalent to the average an™ual logges in
the 1950's, higher than those of the 1960's, and a significant deParture from
ithe growth of the 1970's.

The return to slower nonmetro growth poses important questions about future
rural economic progress and community viability, A coherent empirical
explanation of the diminished growth, one that investigates the effects of both
economic and noneconomic factors, has yet to be developed. Reduced growth is
surely associated with the economic problems discussed sbove —- delayed
recovery from the 1979-82 recession, financial stress in agriculture and its
linked industries, the slow growth or decline of rural manufactufing and
natural resource-based industries, and possibly a diminished appeal of ryral
areas as residential locations. A better understanding of the relative
importance of these and other factors would contribute to more informed public
policy.
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Changes in Population Composition

Decisionmakers are increasingly recognizing that information on demographic
composition in addition to that on population size and change i1s essential for
carrying out their responsibilities and planning for the future. Age
composition, household structure, and educational attainment have particular
relevance to rural economic development.

Age Composition:

The median age of the U.S. population is projected to be 32 years in 1987, a
decade older than in 1880. This increase was trought about by a diminished
proportion of children and an increasing proportion of elderly persons. Youths
and infants accounted for 44 percent of the Nation's population in 1880, and
elderly persons only accounted for about 3 percent, By 1987, the infant and
youth population had declined to less than 30 percent, and over 1 in 10
Aaericans 18 age 65 and older.

Rural areas have traditionally had a higher proportion of children, relatively
fewer younger adults and middle aged persons, and a larger proportion of the
elderly. These residential differences have been accounted for by a higher
level of fertility in rural areas, outmigration of young adults, and both
inmigration of older persons and aging-in-place. These residential differences
still persist, although both urban and rural areas have been similarly affected
by major demographic events of the last quarter century. The decline in the
population proportion under 15 years of age is pronounced in both metro and
nonmetro areas (fig. 5), and is associaicd with the current prolonged period of
low fertility.

Nonetheless, the nonmetro p:pulation in 198) still had a larger proportion of
infants and children than the metro population. In constrast, because of
aging-in-place and net inmigration of elderly persons from metro counties, the
nonmetro population appears to have aged more than the metro. The working age
population grew somewhat more rapidly in metro areas because the baby boom was
more dramatic there and because metro areas are still gaining young labor force
age migrants from the nonmetro population.

Projections prepared by the Census Bureau indicate that the Nation's population
will age substantially and there 1s every reason to expect this to take place
in both urban and rural areas. In 2030, the proportion under age 65 will have
virtually stopped growing while the number of persons 65 and older will
increase sharply beginning in 2010. This is because of movement through the
age structure of the large cohorts born between 1946 and 1964. The aging of
the baby boom generation will push the median age to about 41 years in 2030
(compared with 32 in 1987). In that year, 21 percent of the population will be
age 65 and above and 3 percent will be 85 or older. Relatively small chaages
in the sizes of younger age groups combined with substantial increases in the
elderly population will yield equal numbers cf the very young and old (21).
These changes will have broad implications for the need of and demand for
goods, services, and economic opportunities, and they will affect patterns of
consumption, life style, and social and political behavior.
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Household Composition:

Changes in household structure are critically important at the loca' community
level. For example, since the family is the institutional unit in which
childbearing is expected and condoned, a reduction in married couple households
has important implications for childbearing (and age structure) and for goods
and services (principally education) associated with children. An increased
prevalence of single-parent, mostly female-maintained households with children
implies that the need for public assistance to such householders and their
children may be growing in an area. Day care, income maintenance, and special
educational programs may be increasingly necessary.

Data from the U.S. Census of Population demonstrate that rural areas continue
to be characterized by more traditional family-type living arrangements 9.
Rural areas continue to have a higher proportion of married couple households
with minor children, a smaller proportion of single-parent families, and a much
lower proportion of persons living aloune. On the other hand, both rural and
urban areas experienced similar changes in family 1iving arrangements of
households during the 1970's. And since some of the principal factors
associated with rural-urban differences in family structure have moderated
(fertility, age at marriage, conservative attitudes toward family and the role
of women) residential differences in family structure may moderate as well.
For the present, however, rural households continue to have a more traditional
structure.

Educational attainment:

In discussions about rural economic development, nearly everyone has concluded
that a high-quality work force is a critical asset. New entries to the work
force must be properly prepared, current workers must maintain their skills and
employability, and displaced workers must be provided with skills to facilitate
their transition to new jobs. Educational attainment has increased
substantially in both metro and nonmetro areas during recent years (fig. 6).
The metro median increased from 11.1 to 12.6 years of schooling between 1960
and 1980, and the nonmetro median increased from 9.3 to 12.3 years of
schooling.

However, the seeming convergeice in these medians masks differences in
attainment between the residence categories. Continuing and even growing
residential differences in formal educational attainment are apparent when one
focuses on completion of high school and college rather than on median years
completed. The proportion of the population age 25 and over that completed
high school has risen substantially since 1960 in both metro and nonmetro
areas, but the residence gap in this level «® educational attainment has
persisted at about 10 percentage points. The percentage of the population age
25 and over that completed college also increased in both metro and nonmetro
areas since 1960, but the residence gap in college completion has actually
increased. The proportion of the adult nonmetro population that has completed




college in 1980 is about the same as the metro percentage a decade before:
about 1 in 10 persons. The persistence of the difference is partly
attributable to nonmetro net outmigration of young adults with college degrees
(even during the 1970's turnaround era). These residential differences are
even more marked for racial minorities.

Job upgrading and lifetime learning are new concepts for the economy, and they
are not easily measured in conventional data sets. Accordingly, we do not know
the extent to which workers continuously upgrade their skills to maintain
employability in the rapidly changing economy. Many firms view upgrading as an
externality, that is a cost or benefit that must be borne by society at large
rather than the individual firm (12). Accordingly, without some kind of
government subsidy most firms will probably not provide adequate training for
their workers to maintain their occupational levels during periods of rapid
technological or organizational change. This is a critical issue for displaced
workers and for those who maintain employment, but who are at risk of downward
occupational and income mobility.

Changes in the Federal System of Government

During the 1960's and 1970's State and Federal involvement in the affairs of
local government grew. One measure of that growing involvement was the
declining share of locally raised revenues as a share of total local spending.
By 1977, intergovernmental transfers represented 43 percent of revenues of
rural localities compared with 34 percent in 1962 (22). Many communities,
while welcoming the inflow of Federal funds, chafed at the regulations that
often accompanied grant-in-aid money, and decried the distortion of local
priorities that resnlted. The concerns of local government began to be
recognized with the adoption of Federal Revenue Sharing and other block grant
programs that sigrificantly lessened Federal control of the use of funds.
Simvoltaneously, there was a Federal move toward deregulation which aimed at
letting the merketplace decide on resource allocation, prices, and services in
transportation, finance, and communication.

We arc now witnessing the reduction or withdrawal of Federal funding for many
grant-in-aid programs, block grant programs, and even General Revenue Sharing.
In part, this is a philisophical retrenchment by the Federal Government in the
scope of its activities, but it is also a result of a perceived need to reduce
Federal deficits while maintaining both a strong defense and most of the major
individual entitlement programs that provide security for our citizems. This
is a challenging environment for State and local governments which, in the face
of taxpayer resistance, may not be able to replace Federal funds with locally
raised revenue. It is uncertain what effect chis situation will have on local
services, on the distribution of current costs and benefits among users and the
broader community, or intergenerational transfers of wealth and income.

The range of Federal actions affecting rural areas, and the policy latitude of
State and local governments, have changed substantially. No longer is it
appropriate to focus principally on levels and constraints of intergovernmental
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assistance such as grants-in-aid or revenue sharing. The increased integration
of the rural and urban economies and the importance of international trade have
increased the stake of rural areas in macroeconomic and trade policies. For
example, the 1979 change in Federal Reserve policy coupled with the financial
deregulation of the early 1980's produced strong inflation and increased the
trade value of the dollar, and real interest rates; all of which contributed to
the current financial stress in agriculture.

But the stake of rural areas in broad macro-level policies may be even more
important outside of agriculture. Many more of our rural citizens depend for
their livelihood on employment in manufacturing and services than on employment
in agriculture. In fact, considerable progress in relieving poverty among
rural people, especially in the South, has been the result of rural
industrialization that provided better incomes than those in agriculture, and
created opportunities for paid employment for large numbers of rural women. It
now appears that many jobs in low-wage rural manufacturing are vulnerable to
structural change and foreign competition, Compared with the Federal
Government, States and localities are severely limited in the policy responses
they can make to deal with industrial restructuring and trade. And what they
often do is neither cost beneficial to them, nor in the best interests of the
national economy.

General Directions for Rural Economic Policy

This chapter has delineated major changes in the rural economic, social, and
demographic situation in the 1980's, These shifts have dramatically altered
the context for rural policy. If rural growth, symbolized by the nonmetro
population and employment turnaround, was the theme of the 1970's, structural
change and economic dislocation are the overriding nonmetro issues nf the
1980's. Rural economic stress is primarily associated with a restructuring of
the nonmetro economy, and an increased integration of the nonmetro economy with
metro and global economies. Because nonmetro areas are closely tied to
national and international economic forces, changes in macroeconomic policies,
enhanced international competition and other global forces have major
significance for the overall health of rural economies and especially for
agriculture, manufacturing, and mining, which together constitute almost 40
percent of rural employment. Accordingly, the rural stake in national economic
policy must be coneidered.

Rural America is extremely diverse, and broad generalizations mask many
important differences among individual areas. In fact, in many ways the
variation among rural areas 18 often as great as the differences between them
and urban areas. Accordingly because local rural economies differ widely,
programs tailored to particular types of rural economies may be more effective
than more generalized programs, In recognition of the diverse economic
structure of rural America the Economic Research Service has identified main
types of rural economic bases to aid in policy analysis (2).

The diversity of recent economic and demographic experience in geveral of these

types of areas 1s presented in table 8, The data in this table show that
nonmetro counties with economies heavily dependent on goods production
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(agriculture, mining, manufacturing) have fared much more poorly than other
nonmetro arcas (or metro areas) since 1979. Only manufacturing-dependent
counties had any employment growth at all, and their growth was much lower than
in nonmetro areas as a whole. Both mining- and agricultural- dependent
counties lost jobs. Similarly, all three goods—producing county types gained
population at rates less than the nonmetro average, and high unemployment was
extremely prevalent in mining and manufacturing counties. Unemployment was not
high in ag-icultural counties, but this was partially because high rates of
self employment in these counties negatively bias officially measured
unemployment statistics. Economic dislocation and stress in nonmetro America
is concentrated in areas that depend heavily on goods production for
employment. Nonmetro areas without clear economic dependence on these types of
activities, and especially those with retirement-recreation bases, are
experiencing much less economic stress in the 1980°'s.

The diversity of rural conditions and economic structures, and the
restructuring of rural economies that is now occurring requires that rural
economic policy in the 1980's distinguish between industrial and spatial
concerns., Traditional "industrial policies” for rural America have focused on
agriculture. Such an industry-specific focus is clearly out of line with rural
economic realities of the 1980's. Even farm financial problems are now
difficult to address with traditional fcorm policy instruments alone. The
health of the farm sector depends importantly on the Nation's monetary and
fiscal policy. And since agri.ulture is only a component (albeit an important
one in many instances) of the local rural economy and labor market, an
exclusive policy focus on agriculture provides li:tle direct assistance to most
rural workers and communities.

Even as policymakers recognize the rural stake in national policy, the
concentration of adjustment problems in particular geographic areas suggests
the need for State, local, and regional development strategies. It is
important to remember that many rural problems are regionwide and not just
community~specific. Agriculture, as a major source of household income, is
concentrated in the Northern Great Plains and Western Corn Belt; rural
manufacturing is disproportionately located in the Midwest and Southeast.
Mining and other extractive activities are conducted west of the Mississippi
River and in Appalachia. All of these industries have experienced either very
slow growth or aignificant job losses in the 1980's. "Beggar thy neighbor”
prograas of smokestack (or silicon chip) chasing will not lead to net job
growth in a region or an effective replacement of lost jobs. Regional or
multi-community cooperative efforts would appear to have a better chance of
success in responding to industrywide declines. Cooperation among different
levels of government and with private industry is also essential. The overall
goal might be for regions to diversify their economic activities, to increase
their participation in the more service-oriented sectors of the economy,
thereby decreasing their vulnerabilty to shifts in demand.

Some local economies may be unable to adapt to the transformation from goods
production, mining, or agriculture to greater dependence on services, and may
decline permanently. Their functions in the rural economy of the future may
become largely residential. Access to urban or other rural employment centers
may be their only key to economic prosperity.
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Two major dimensions of rural economic policy--human resource development and
job generation (for new and displac.d workers)-—must be closely coordinated.
Evidence suggests that the skills possessed by many displaced industrial
workers, miners, and farmers are likely to be inappropriate for the new.
largely service-based and information-dependent industries that will dominate
the rural economy of the future. A mismatch between skills and opportunities
will affect a large portion of the rural labor furce. Development strategiea
need to consider the skills workers possess or are gaining, and the job
requirements of existing and developing industries. It makes little sense to
train people for jobs that do not exist in the local or regional economy,
unless the goal is to enhance employability elsewhere and encourage commuting
or residential mobility. On the other hand, creating new jobs in an area when
indigeneous workers do not possess the required skills to fi1ll them, does not
directly benefit local workers unless training programs are envisioned. The
likely result, without such efforts, is for the new jobs to be filied by
workers from outside the local community. This 18 not necessarily bad sir *
the purchasing power in trade and services of new workers may indirectly create
employment opportunties for longer term residents. But the first round of
mostly higher paying jobs will probably go the newcomers (16).

Human resvurce development activities must be sensitive to the different needs
of new generations entering the work force for the first time, the needs of
current workers who desire to maintain employability and a modest standard of
living, and dislocated workers making a transition to new jobs.

The diversity of rural economic conditions indicates diverse paths to economic
vishility. Some areas will consolidate their economic development efforts
around current activities; others will seek to transform and diversify their
economies from goods-producing to a broader representation oi services; others
will specialize in residential and consumer service ar.ivities. Some areas
will be successful in maintaining or expanding their levels of economic
activity. <(thers will experience decline. Recognizing that rural areas are
increasingly interrelated with each nther and with the Nacion as a whole,
go—it-alone, community-specific econuvuic development efforts appear to be
increasingly inappropriate in tomorrow's rural America.

To be relevant to current concerns, public policy must recognize that rural
America has different problems and opportu. _ties in the 19({.)'s than in previous
decades. This changing economic context is not the only factor affecting the
policy agenda, but it must be considered a major one.
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Table 1--Nonmetro and metro unemployment rates 1973-85

(annual average unemployment rate percent)

Year Nonmetro Metro 2/
Reported Adjusted 1/ Reported Adjusted 1/
Percent
1985 8.4 13.0 6.9 9.9
1984 8.1 12.2 7.3 10.4
1983 10.1 14.9 9.4 13.1
1982 10.1 14,9 9.5 13.1
1981 7.9 11.5 7.5 10.3
1980 7.3 10.7 7.0 9.5
1979 5.7 8.5 5.8 8.0
1978 5.8 8.8 6.1 8.4
1977 6.6 9.8 7.3 9.3
1976 7.0 10.2 8.0 10.6
1975 8.0 11.6 8.7 11.5
1974 5.1 7.9 5.8 7.9
1973 4.4 7.1 5.1 7.1

1/ Unemployment rate adjusted to include discouraged workers and half

of the workers employed part-time for economic reasons.

2/ Metro area delineation was updated in 1985 and 1s not directly comparable
with earlier years in data series.

Source: Bureau of Census, Current Population Survey.




Table 2--Industrial composition of nonfarm wage and salary employment by
metro - nonmetro residence, 1969-84

Industry Metro Nonmetro
1969 1977 1984 1969 1977 1984
Percent

Agriculture

Forestry,

Fisheries _ 1 1 1 1 2
Mining - 1 1 2 3 3
Construction 5 5 5 5 6 6
Manufacturing 25 20 17 24 22 20
Transportation and

Public Utilities 6 5 5 5 5 5
Trade 21 22 22 20 21 21
Finance, real

estate, insurance 6 7 8 3 4 5
Services 19 22 26 18 19 21
Federal Government 7 6 5 7 5 4
State and local

government 11 12 11 15 15 14

= = less than 1 pct.

Source: (22).




Table 3—All farms, fa~ ..ch cash shortfalls, and proportions of debt by debt/asset ratios; Jamuary 1, 1986

All farms with Farms with cash shortfalls in
potential financial stress actual financial stress
Category Debt /asset
ratio Farms1/ Proportion of Farms Proportion of
farm operator debt farm operator debt
Nunber Percent Number Percent
Technically Over 1007, 61,000 16.1 40,000 11.2
insolvent farms (3.9%) (2.6%)
Very highly 70-100% 72,000 17.4 37,000 9.7
leveraged farms (4.6%) (2.4%)
Mehly leveraged 40-707 198,000 32.9 96,000 16.3
farms (12.8%) (6.27%)
Llow leverage Under 407 1,22,000 33.7 519,000 13.2
farms (78.7%) (33.5%)
‘l‘otall N/A 1,551,000 100.0 629,000 50.4
(160.0%) (4.46%)

N/A = Not applicable.
1/ The Farm Cost and Returns Survey excludes 250,000 farms that do not have actual sales of $1,000 in the survey year, and
undercounts by approximately 300,000 farms places that sold less than $20,000 of products.




Table 4--Farming-dependent counties: Selected characteristics 1/

All
Item Unit Farming nonmetro
counties __  counties2/
Counties, 1975-79 Number 702 2,443
Rural and not adjacent to an SMSA Percent3/ 46.0 24,9
Population change, 1970-80 Percent4/ 4.8 14.6
Per capita income, 1979 Dollars4/ 7,264 6,980
Farm income, 197°¢ Percent5/ 51.9 14.6
Services-producing income, 1979 Percent5/ 27.0 28.9
Mean population in 1980 Number 12,0 26.0

1/ Counties with a weighted annual average farm income of 20 percent or more of
weighted annual total labor and proprietor income in 1975-79.

2/ Independent cities are combined with adjacent counties.

2/ Percentage of counties in group.

4/ Unweighted county averages.

5/ Percentage of total labor and proprietor income, unweighted county averages.
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Table 5—Selected characteristics of the poor by metro- nommetro residence, 1973-83 1/

Item U.S. Metro Nonmetxo
1973 1983 1973 1983 1973 1983

Poverty rate for: Percent

Total population 11.1 15.2 9.7 13.8 14.0 18.3

Children in houwseholds with female

householders, no spouse present 52,1 55.4 51.8 54.5 52,9 58.0

Blacks 3.4 35.7 28.2 33.4 41.1  43.3

Aged 16.3 14.1 12.7 12.1 22.5 17.8

Farmers 13.4  23.7 NA NA NA NA
Percentage of poor who are:

Children in households with female

householders, no spouse present 22,5 19.0 27.7 22.1 14.8 14.8

Whites 65.9  68.0 6l.4 63.3 72,6 75.5

Blacks 32.2 28.0 3.3 32.3 259 21.2

Aged 14.6  10.5 12.1 9.3 18.4  12.4

Farmers 5.6 3.7 NA NA NA NA

Householders working full time 18.3 16.9 15.5 12.9 22.2 23.3

Percentagr of poor families with:

No workers
Tw or more workers 20.0

8.1

40.5
20.7

42.4
15.7

46.1
15.4

31.8
28.9

N/A = Not applicable.|
1/ Metropolitan areas as defined in 1970.

Source: Current Population Survey.




Table 6—--Metropolitan and nonmetropolitan annualized population change 1960-85.

Area 1960-70 1970-80 1980-85

Population growth per 1,000 per year

United States 12.7 10.9 10.5
Hetro_l/ 16.1 10.1 il.5
Nonmetro 2.5 13.53 7.4

l/fﬂetro Areas as defined in 1970.

Source: Beale and Fuguitt, 1985; 1985, data U.S. Bureau of Census, unpublished.




Table 7—Metro- Nonmetro migration in the United States, 1980-86

Migration stream 1980-81 1981-82 1982-83 1983-84 1985-86
Metro-to-nometro 2,350 2,366 2,066 2,258 1,807
Notmetro-to-metro 2,156 2,217 2,088 2,609 2,439
Net to nonmetro 194 149 =22 =351 -632

Note:  For 1980-R3, metropolita: areas are as defined in 1970; 1984 metropolitan definition used thereafter
(noninstitutionalized population).

Source: Current Population Survey Bureau of the Census
Prepured by Economic Research Service, USDA




Table 8—Recent economic and demographic experience in different types of nonmetrupolitan counties

Normmetropolitan
Unit Metropolitan Agriculturally Mining Manufacturing  Total
Dependent DNependent  Dependent
Baployment change 1979-85 Percent 10.0 0.3 6.5 1.0 3.0
Unemployment rate in 1985
greater than 9 Percent 1/ Number 154/654 202/702 119/200 377/678 1,063/2,443
Population change 1980-85 Percent 5.9 2.7 3.3 2.2 3.8

17 In relation to total number of counties in cetegory.
For definition of county types see Bender et ai., 1985.




Figure 1.
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Figure 2.

AGRICULTURE-DEPENDENT COUNTIES
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Shaded areas show nonmetro farming-
dependent counties, that is, counties
with 20 percent or more of total labor
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Figure 3
Poverty rates,

1967/7-85
(with and without in-kind benefits)
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Figure 4. Nonmetro counties with declining population 1970-80 and 1980-85

1970-80

Source. Buresu ef the Census
Prepersd by: Economic Resssrch Service, USDA




Figure 5A. Age distribution of the metropolitan
and nonmetropolitan populations, 1980
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Figure 5B. Age distribution of metropolitan
ond nonmetropolitan populations, 1960-80
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Figure 6. Educationol attainment by

1960 1970 1980
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CHAPTER 2
THE ROLE OF RURAL WORKERS IN THE NATIONAL ECONOMY

David A, McGranahan

Abstract. Rural workers are predominantly in production industries.
Rural areas have high proportions of agricultural, mining, and
manufacturing jobs, and low proportions of service sector jobs. Rural
manufacturing industries have more operator jobs and fewer
professional-technical and managerial jobs. Within industries, blue
collar jobs are more likely to be rural than white collar jobs.
Specialization in production makes rural workers more vulnerable than
urban workers to business cycles, foreign competition, and technological
change. The vulnerability is compounded by the relative isolation of
many rural communities. While rural specialization in production can be
expected to continue, it should be possible to improve the ability of
rural areas to attract higher skill jobs.

The declining importance of the traditional economic activities in rural areas
and the growth in manufacturing and services during the 1970's suggested to
many observers an increasing integration of the rural and urban economies and a
convergence in their fates. Hawley and Mazie, editors of a major book on rural
areas speculated that, "in the end one might expect a disappearance of the
distinction between nonmetro and metro sectors” (3).1/

The rural economic experience of the 1980's has made clear that, in spite of
the smaller roles of agriculture, mining, and forestry in the nonmetro economy,
important rural-urban differences remain. Rural employment growth has not kept
pace with urban growth and rural unemployment rates have remained relatively
high since the recession of the early 1980's. One part of the explanation is
that while agriculture, mining, and forestry do not dominate the rural economy
as a whole, they are a critical part of the economic base in certain rural
areas. The poor economic performance of these sectors in recent years has
weakened local economies, and led to slower-than-average service sector growth
in these areas (4). These sector and area-specific problems are reflected in
overall rural statistics (see Brown and Deavers above).

Another part of the explanation, however, lies in the overall role of rural
workers in the national economy. While rural economies have considerable
manufacturing and services activity, the particular industries that tend to
locate in rural areas are quite different from those with a more urban
orientation. Moreove., industries themselves are organized in such a way that
the types of jobs aviilable to rural workers are quite different from those

David McGranahan 1s a sociologist with the Agriculture and Rural Economy
Division, ERS.

1/ Underscored numbers in parentheses refer to sources listed in the
References section at the end of the articles.
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available to urban workers. These differences in industry and job mixes are
due less to local resource bases than to rural gsettlement patterns and,
possibly, education levels. This chapter analyzes the limitations that rural
population gparsity and remoteness Place on the types of jobs available to
rural residents. It also investigates the role of education levels in limiting
rural job opportunities.

Community Size Limits the Rural Economy

Rural settlement patterns and rural Job skills developed originally around
natural resources exploitation, agriculture, forestry, and mining, and the
delivery of services to the families and businesses involved in these
activities. While some Processing was done in rural areas, the rural-urban
division of labor was esgentially one of rural resource-based production and
urban manufacturing and trade. Rural Productivity gains and reduced demand for
mining output caused not only an exodus of rural youths to urban jobs but also
made rural areas attractive to urban firms. The shift of nonresource-based
activities out of cities has created a new rural-urban division of labor, one
based on size of place and urban Proximity, as well as resource location.

According to central place theory, which 1links community size to economic role,
small towns, cities, and metropolises are orgunized in hierarchies based on
size (1, 5, 7). Information flows among larger places, down the hierarchy from
larger to smaller places, and out to nearby areas. Small towns and rural areas
are generally the last to get new information. Not only do most innovations
occur in urban settings, but even when the innovations are rural, information
about them tends to flow first to urban Blaces and then to other rural areas.
Larger places are service centers for the smaller Places in their surrounding
areas. With a lcrger volume of information and trade flows, larger communities
have more specialized services and occupations, and larger organizations with
economies of scale. At the same time, however, land and lebor costs are higher
in urban areas than in smaller, more remote settings, and there are costs to
urban congestion as well., For households, the rural advantages are lower
housing costs and greater access to rural amenities.

These rural-urban differences Suggest that, other things being equal,
industries and firms dealing with volatile or unestablished markets, rapid
technological change, or other conditions requiring innovative responses will
favor metropolitan locations, where they have ready access to information,
specialized skills, and professional expertise. Indux 8 operating

ia_relatively stable conditions, with routine production technology and
stablished ma less need of face-to=face relatiopships with
:Ef5EiiIIEE:E;i§::::;§;j:£EEEEEAana'are more suited to smaller towns in remote
areas.,

While the volatility of conditions facing an industry will influence its
location, location may also influence industry response to its conditions.
With the exception of branch Plants, establishments and industries in small
cowns in remote areas generally have less access to new information, new
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technology, and outside expertise. This suggests that rural industries will
tend to be less innovative and less able to adapt to new conditions than urban
industries. An explicit recognition of this tendency is the U.S. agricultural
extension system, which attempts to overcome isolation and give farmers access
to information, specialists, and new technologies.

Rural-urban distinctions are relevant for workers and households as well as
businesses. Even if the lower cost of living compensates for lower pay,
smaller, more distant locations likely have an economic disadvantage egpecially
for more highly skilled and profezsional workers. Job advancement often
requires movement from one firm or organization to another. Urban areas likely
have a number of employers in any given industry, so people can shift jobs
without shifting residence. This is much less true in rural areas. Thus, for
instance, urban school administrators can move from school to school within
their city as they advance; rural administrators must move from town to town.
The problem of job mobility has increased as more and more households have two
people with jobs and careers. A move from one town to another may mean
advancement for one earner, but is likely to mean a loss for the other. These
may be some of the reasons why, in a 1985 Gallup poll, 53 percent of the high
school graduates indicated that they would prefer to live in a small town or
open country area, but only 30 percent of the college graduates had that
preference (11).

Managerial and professional-technical jobs are involved with the problems of
uncertain markets, technological change, and information acquisition and most
likely to be filled by people with high education. This suggests, first, that
industries with high proportions of managerial and professional jobs are likely
to be more urban than other industries and, second, that industries with
branching or subcontracting are likely to be organized so that management and
research activities are more urban than production activities. These issues of
industry and job location are addressed in the remainder of the report.

Two data sets are used in the analysis. One is the March 1986 Current
Population Survey (CPS), one of a monthly series that has been carried out for
35 years by the Bureau of the Census. The survey, which covered about 56,500
households, included information on occupation and industry, but geographic
detail is limited to metro-nonmetro distinctions by region. The other source
of data on industry is the Department of Commerce's Bureau of Economic Analysis
(BEA) county data tapes. While these data have more geographic detail, the
latest year available is 1984. Also, the county level data include nonfarm
proprietors as a separate employment category. For each county, the

nonfarm proprietors were allocated to individual industries using a formula
that took into account the industry employment of the county's wage and salary
workers and the ratio of proprietors to wage and salary workers in these
industries at the national level. Unlike the CPS, the BEA data are based on
information provided by employers and location refers to place of work rather
than residence. People who have two jobs are counted twice.
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The Rural-Urban Distribution of Industries and Jobs

Industries may be divided into four broad industry groups: resource industries,
manufacturing, construction, and services. Each group represents a different
set of locational contingencies. For resource industries (agriculture,
forestry, fishing, and mining), access to resources is probably the major
contingeucy; for manufacturing, access to labor, technological expertise,
inputs, and markets vary in importance with the nature of the industry;
construction is heavily dependent on local growth; and services are organized
around access to markets,

Rural-urban location varies considerably by industry group (table l--gee tables
at end of chapter). Resource industries are clearly the most rural group,
While only 13 percent of total U.S. employment is in rural (under 20,000 urban
residents) nonmetro counties, about 45 percent of resource industry employment
18 located in these counties. The major reason for the concentration of
resource industries in more rural areas is that it requires much land per
worker. Areas with extensive agriculture, forestry, or mining are necessarily
sparsely settled. Also, the price of land is sufficiently high in more urban
areas that resource industries are generally not viable,

Manufacturing 1s less rural than resource industries but more rural than either
service industries or construction. About 23 percent of wanufacturing
employment is located in nonmetro areas, compared with less than 18 percent of
service aud construction jobs, Manufacturing tends, more than the others, to
be located in counties adjacent to metropolitan areas., In part, this reflects
the outward movement of many manufacturing industries away from major centers,
2 movement that began before the turn of the century as land and labor costs
increased downtown and as rail and other developments reduced transportation
costs (4). It also reflects the absorption of nonmetro services by nearby
metro areas,

The services sector has the highest proportion of management and
professional-technizal jobs (30.9 percent) while the resource industries have a
relatively low 11.5 percent (table 2). In general, rural areas specialize in
production industries, while urban areas specialize in the services industries.

Resource Industries

Not only do resource industries have relatively few managerial and
professional-technical jobs, but the few they do have tend to be located in
metro areas. While around 60 percent of the production jobs in resource
industries are based in nonmetro areas, fewer than 20 percent of the managerial
Jobs and less than 30 percent of the professional-technical jobs are in
nonmetro areas (table 3), Administrative support and sales jobs also tend to
be in metro rather than nonmetro areas, reflecting the location of management
and markets. While agriculture and mining have slightly different proportions
in metro and nonmetro areas, both industries show a strong tendency for
managerial and professional-technical Jobs to be metro while production jobs
are nonmetro,
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Manufacturing Industries

Manufacturing industries vary considerably in their proportions of managerial
and professional-technical jobs, ranging from 39.9 percent in aircraft
production to 8.2 percent in lumber (f1ig. 1-—see figures at end of chapter).
The industries tend to divide into two groups, one with high proportions (over
28 percent) of jobs in the managerial and professional-technical occupations
and relatively few nonmetro employees, and the other with comparatively few
(under 18 percent) managerial and professional-technical jobs but relatively
large proportions of nonmetro employees. Even within these two groups, the
tendency for industries with higher proportions of managerial and
professional-technical jobs to favor metro locations is evident.

The two manufacturing groups differ in their production technologies as well.
About 20 percent of the jobs in each group are precision production jobs, but
while 52 percent of the low managerial and professional—-technical group
employees have routine production jobs (1ike operatozs, and fabricators), only
24 percent of the other industry group's employees have this type of job (not
shown). The value added per worker hour was $32 in the low managerial and
professional-technical group, but $56 in the high managerial and
professional-technical group. For the sake of brevity, these two groups will
be called routine manufacturing and complex manufacturing, respectively, in the
remainder of this chapter.

Overall, 22 percent of manufacturing jobs are located in nonmetro areas. Since
rout ine manufacturing industries are more rural than complex irdustries,
nonmetro areas may be expected to have higher proportions of routine production
jobs and somewhat lower proportions of managerial and professional-technical
jobs. Expected nonmetro proportions of different job types were calculated on
the basis of the metro-nonmetro location of the 23 manufacturing industries and
the types of jobs in each industry. The actual proportions are consistent in
direction with expectations but show a much stronger pattern (fig. 2). On the
basis of industry mix alone, about 20 percent of the management jobs should be
nonmetro. In fact, only 10 percent of these jobs are nonmetro. Only 8 percent
of the professional-technical jobs are nonmetro, half the proportion expected.
On the other hand, nonmetro areas have a much higher proportion of machine
operator (29 percent) and other less-skilled blue collar (35 percent) jobs than
expected. These proportions reflect both a tendency, among small firms, for
those with more routine operations to locate in nonmetro areas and a tendency,
among multilocational firms, to locate more routine production jobs in nonmetro
areas and keep management and research operations in metro locations.

Service Industries

Service sector industries, which generally serve local markets, are not
distributed between rural and urban areas according to the proportion of
industry jobs that are managerial or professional-technical (fig. 3). There is
a tendency, however, for industries such as education, health, and retailing,
which provide services to households, to be more active in nonmetro areas than
industries such as banking and business services, which have a substantial
business clientele. (The classification as a consumer or producer industry 1s
necessarily arbitrary for some industries.)




In general, the rural-urban distribution of Jobs in the household or consumer
gservice industries is about the same as the distribution of total civilian
empl oyment (table 4). Since this 1is roughly proportional to the number of
households in rural and urban areas, there appears to be relatively little
rural or urban bias in the distribution of household service industries (see
Miller and Bluestone below).

On the other hand, service industries that have at least some producers as
clients do tend to have an urban concentration, especially in large metro
areas, These services provide financing, information, and technological
knowledge to their clients, many of whom are manufacturing management and
professional-technical personnel. Less than 8 percent of the employment in
these industries is in rural counties, even though many of the industries in
the producer category also serve households,

The rural-urban distribution of different types of jobs within the consumer
industry group shows a relatively flat profile (fig. 4). Service and blue
collar jobs have a greater tendency to be in nonmetro areas than do managerial
and professional-technical Jobs, but the differences are not great, Although
universities are evident exceptions, consumer-oriented services and jobs appear
to be located largely with reference to the location of households.

The rural-urban job profile for producer services resembles that of
manufacturing, although the differences among job categories are not as great,
All types of producer services Jobs tend to be urban.

Construction

The rural-urban distribution of construction employuwent follows the same
general pattern as the consumer services sector (Table 1), Managers,
professional-technical, and sales and management support gtaff are more urban
based than other workers, but the differences are small (Table 5).

Construction firms, which with some major exceptions, operate in local markets,
are between manufacturing and consumer services in their tendency to locate
managerial jobs more than other jobs in urban areas,

The Rural Disadvantage

The more rural areas of the country tend to specialize in production
industries, especially resource industries and the manufacturing industries
with routine operations. Together, these two industry groups cmploy about a
third of the work force in rural nonmetro counties, but less than 10 percent of
the work force in large metro areas (Table 6). Within these industries, rural
areas specialize in the more routine production jobs. The more urban areas of
the country tend to specialize in business services and manufacturing with
nonroutine operations. Within resource, manufacturing, and business services
industries, urban areas specialize in managerial and professional-technical
activities,

This rural-urban division of labor has several disadvantages for the rural
parts of the country. First, although there was a brief boom in mining during

the early 1980's, bg;h.migigg and agriculture have had long declines in
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employment t 2 ely to continue (gee Castle-and athers below), In
contrast, business services employment grew by over 25 percent between 1979 and
1986, nearly twice as fast as total U.S. employment.

Second, routine manufacturing industries tend to be old industries with
relatively stagnant demand (see Bloomquist below). They have recently come
under severe competitive pressure from Asian producers. In contrast to the
younger, more vigorous complex manufacturing industries, which fully recovered
from thr rocession of the early 1980's, the routine manufacturing industries
had nearly 12 percent fewer jobs in 1986 than they had had in 1979 (bottom
panel, table 6).

Third, while overall manufaicturing employment declined by 6 percent between
1979 and 1986, this decline did not affect all types of jobs oqually. White
collar manufacturing b er tion jobs
qigé%ggg_gx,lb—pexgggt (12). Seventy-four percent of the nonmetro
manufacturing jobs were production jobs in 1986, compared with only 55 percent
in metro areas. Production job losses, wh:ther through declining demand, new

labor-saving technology, or competition from abroad, seem likely to affect
rural manufacturing jobs more than urban manufacturing jobs.

Pwuwmmiwq%wue
than @ ector jobs to business cycle and other macroeconomit

fTuctuations. Some but not all of this 1s captured in Malley and Hady's
analysis beIow. Their model would have shown even greater metro-nonmetro
differences had they been able to take into account the types of occupations as
well as the types of industries that are rural.

To demonstrate the importance of rural-urban differences in industry mix,
hypothetical 1979-86 growth rates were calculated for each county type based on
1979 employment in the six industry sectors for the county type and assuming
that industry sector growth rates were constant across county type.
Hypothetical rates were also calculated excluding construction and consumer
services jobs. Construction and consumer services occupy over half the work
force in both rural and urban areas. More than other industry sectors, their
local growth depends on what is happening in the rest of the local economy.

The hypothetical overall area growth based on the 1979-86 sectoral growth rates
indicate a substantial industry mix disadvantage for rural areas (table e
The metro rate of 14 percent is 40 percent higher than the nonmetro rate of 10
percent. Only urban nonmetro counties located away from metro aveas have
industry mixes nearly as favorable as metro industry mixes. Omitting
construction and consumer services from the analysis increases the rural-urban
contrast considerably. On the basis of industry mix alone, large metro area
employment in sectors other than construction and consumer services would have
grown by around 12 percent over tae 1979-86 period. In contrast, the
corresponding hypothetical rates for rural adjacent and nonadjacent counties
are less than 3 percent.

While data are not available through 1986, comparisons of expected with actual
doing more

g
poorly than expected on the-hasis of try mix., One reason was that




(C

construction and consumer services, both heavily dependent on growth in other
industries, were growing more slowly in rural than in urban areas. Apparently,
the job losses in rural resource industries and routige manufacturing were
affecting the rural demand for consumer services and construction.

While rural areas have clearly been disadvantage. by their industry mix, there
are other potential disadvantages as well. First, while the issue is only now
being studied, it seems likely that rural vulnerability to business cycles and
other sources of job instability is compounded by the sparseness of rural
settlement and distance from major employment centers. offs in one location

e less likely in ggggl_:hrn_in_nxhgg_lggg;1ona to be balanced by hirings by
other

employer in the same location. There I8 1o I3 yers in
:n;iZII‘tu'u7"rﬁE—EEEE_E;—TBBK‘un—an-areawide basis makes the hunt for rural

jobs more difficult and the likelihood of long-distance commuting greater.
Since changing jobs may mean changing both industry and occupation, gkills
learned in one job may be largely irrelevant in the next.

A final disadvantage relates to the starting of new buainesses:;i}ural areas
tend to specialize in slow-growth industries, which offer relatively few
opportunities for new and expanding businesses. It may also be difficult to
take advantage of the opportunities that do exist. With farming the possible
exception, production jobs, the specialty of rural areas, compare unfavorably
to managerial and professional-technical jobs in terms of providing the skills,
knowledge, and contacts necessary for starting and managing new businesses.
Moreover, rural entrepreneurs may have difficulty finding the expertise and
market information needed to make a new business succeed. This suggests that
rural area growth must rely inordinately on the relocation of firms and branch
plants out of major cities.

Rural Trends and Prospects

Employment projections for 1984-95 prepared by the Bureau of Labor Statistics
(BLS), Department of Labor, suggest a continued rural disadvantage in industry
aix (7). Resource industry job losses are expected to continue (see table 6,
bottom panel). Wmmw;u%t ic,
comnlex—manufac expect neat th.

ngéggps services will continue to be the strongest industry sector accordjng
to

Projections of area growih based on the BLS estimates of sector growth suggest
that rural-urban differences, with rural areas only growing about 2/3 as fast
as urban, will follow much the same pattern as found for 1979-86, (table 7).
Again, the rural-urban discrepancies are greater when construction and consumer
services are excluded. On the basis of industry mix alone, large metro areas
are expected to grow by 19 percent over the 1984~95 period, compared with under
6 percent in the rural nonmetro counties.

These area projections may be assuming incorrectly that gectoral growth rates
are the same in rural and urban areas. The decline in rural resource
industries aside, the rural-urban division of labor appears to have become more
marked in recent years, to the probable detriment of rural areas. Bloomquist
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(1in the following chapter) shows that nonmetro areas have been increasing their
share of routine manufacturing but not of complex industries. Miller and
Bluestone (chapter 6 below) conclude that business or producer services tend to
be concentrating in z~tro areas more than manufacturing. Changes in the
classifications of occupations have made comparisons over time tenuous, but
some recent research suggests that managerial and professional-technical jobs
are becoming increasingly concentrated in metro areas (2, 9).

A related question that arises in this context is whether rural-urban
differences in education are affecting the rurel-urban division of labor.
: 86080 arably in recent years, especially with
2 of the rel: 1ve1y well-ochooled
in the 1970's. on of the nonmetro pOpulation age 25
and over who had completed high school rose from 35 percent in 1960 to 45
percent in 1970 and 60 percent in 1980 (6) College completion rose from 5
percent of the nonmetro population 25 and over in 1960 to 12 percent in 1980.
Metro education levels increased at a somewhat faster rate, however. Between
1960 and 1980, nonmetro areas gained in cheir share of population with high
schoy, or less education put not ir their shares of people with at least one
year of college (fig. 5).

DADY DUUINRETINEES O - ~to_t]

This concentration of more highly schouled people in metro areas and less
schooled people in nonmetro areas apgears to have continued into the 1980's.
Migration data from the 1970's for pecple age 25-64 show a net move.ient of all
education groups into nonmetro areas. The 1984 and 1986 U.S. Census Current
Population Survey data for the same age group indi:ate little net movement of
people with less than a high school education, tut a net migration of college
graduates out of nonmetro areas at a rate of about 2 percent per year. This
pattern, if maintained, will have a substantial impact on nonmetro education
levels by 1990. It suggests a growing contrast between highly educated urban
labor markets and less educated rural labor markets. It also suggests that the
shift of managerial and professional-technical jobs to urban areas is due less
to low numbers of normetro college graduates than to a disinclination of
college graduates and their employers for rural locations. Fortunately, the
rate of loss (17 pct.) 1s lowest in the nonmetro South, the region with the
1l~w.gt current education levels (see Swanson and Butler, chapter 7).

Technological gains in the communicating and processing of information might be
thought to make urban centers obsolete. People in distant locations can now
access immediately information that once took days to obtain; teleconferences
can be called involving several pwople at different locations; documents can be
sent electronically; and financial transactions can be made almost

instantaneously. It is cle wever, that despite these developments, the
proximit ral locations has d essen This 1s perhaps
most evident in the information technology fleld I T, in the dramatic growth

of Silicon Valley. In situations of volatile markats and technology,
face-to-face contacts apparently cannot be replaced. Technological gains in
communications, information processing, and transportation appear to have
permitted the decentralization of routine production activities to rural areas,
but not to have made location irrelevant.




A rural-urban division of labor 1is likely to persist. Rural areas will
continue to offer lower land and labor costs than urban areas, but provide less
access to new information, specialized knowledge, and skills. Rural employment
growth will depend on maintaining rural cost advantages while increasing access
to information and knowledge. Some of the programs most conducive to past
rural development, such as the agricultural extension system and the interstate
highway systcm, have had just these qualities. Some current initiatives, such
as programs for rural entrepreneurs, rural telephone system improvements, and
programs built around rural colleges and universities, are heading in this

direction. However, the rural disadvantage clearly remains a challenge to be
met.
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Table 1—Distribution of industry sector employment across urban

counties, 1984

County or area Resource Manufac- Con— Service

type Industries 1/ turing struc-  sector
tion Total Total
—————————— Percent = — = = = = = = =~ =2 < 1,000
Metro 42.6 78.3 80.9 82.2 79.3 91,845
Large (1 million + pop.) 16.8 45.4 47.3 50.9 48.0 55,526
Medium (250,000-999,999) 16.0 24,0 24.1 22,4 22.4 25,925
Small (under 250,000) 9.7 8.8 9.5 8.9 9.0 10,395
lonmetro 57.4 21.7 19.1 17.8 20.7 23,948
Urban adjacent 2/ 6.5 5.2 3.7 3.7 4.1 4,710
Urban nonadjacent 5.8 2.9 3.3 3.3 3.3 3,879
Rural adjacent 3/ 19,2 6.7 5.7 4.8 5.9 6,831
Rural nonadjacent 25.9 7.0 6.4 6.1 7.4 8,528
Total 100.0 100.0 100.0 100.0 100.0 115,793

Y/ Agriculture, forestry, fishing, and mining.
2/ Urban counties have at least 20,000 urban residents.
3/ Rural counties have under 20,000 urban residents.

Source: Bureau of Economic Analysis, Department of Commerce unpublished data.
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Table 2—--Types of jobs by industry sect.r

Resource Manufac~ Construc~ Service
Job type industries turing tion sector

Management 1/ .
Professional-technical .
Sales and management support .
Szrvice/transport .

Skilled production., 4
Less skilled produciion 35.

. 2
4

Total 100.0 100,0

1/ Management is narrowly defined to exclude farm operators and managers and
production supervisors (both included under skilled production), as well as small
retailers and sales supervisors (included under sales).

Source: Current Population Survey, Bureau of the Census, 1986




Table 3-~Resource industry jobs in nonmetro areas, by type of job

Agriculture
Job type and forestry Mining Total
Percent
Management 1/ 12.6 20.2 17.7
Professional-technical 29.7 25.6 27.5
Sales and management support 38.6 23.9 30.9
Service/transport 45.3 67 .9 61.7
Production 59.0 62.9 59.5
Total 55.7 46,5 53.6

1/ Management 1s narrowly defined to exclude farm operators and managers and
production supervisors (both included under production).

Source: Current Population Survey, Bureau of the Census, 1986




Table 4 —— The distribution of business and consumer
services employment across urban and rural
types of counties, 1984

Total
County and Business Consuner civilian
area type 1/ services services employment
Percent
Metro 87.0 80.1 79.3
Large 58.5 47.5 48.0
Medium 21,1 23.0 22,4
Small 7.4 9.6 9.0
Nonmetro 13.0 19.9 20,7
Urban adjacent 2.5 4,2 4,1
Urban nonadjacent 2.5 3.6 3.3
Rural adjacent 3.5 5.3 5.9
Rural nonadjacent 4,5 6.8 7.4
Total 100.0 100.0 100.0

l]fFor an explanation of categories, see table 1.

Source: Bureau of Economic Analysis, Department of Commerce,
unpublished data.
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Table 5--Construction jobs in nonmetro areas, by type of job

Job type
Percent

Management and

professional-technical 1/ 18.7
Sales and management gupport 14.4
Skilled production 22.0
Labor, other 28.7
Total 22.0

1/ Professional-technical combined with management due to survey
sample size limitations. '

Source: Current Population Survey, Bureau of the Census, 1986




Table 6 — Distribution of civilian employment by industry sector in metro and nonmetro
areas, 1984, and industry sector growth 1979-86 and projected growth 1984~95

Service sector
Manufacturing
County and Resource Construc— Busi- Con-
area type 1/ Inds, 2/ Routine Complex tion ness sumer Total
Percent
Metro 2.9 8.3 8.2 5.1 24.4 51.0 100
Large 1.9 7.2 8.6 4.9 27.2 50.1 100
Medium 3.9 10.0 8.0 5.4 21.0 51.8 100
Small 5.9 9.7 6.7 5.3 18.3 54.1 100
Nonmetro 15.0 12.6 5.0 4.6 14.0 48,7 100
Urban adjacent 8.7 13.8 7.4 4,5 13.8 51.7 100
Urban nonadjacent 9.4 10.1 4,6 5.0 16.7 54.2 100
Rural adjacent 17.6 13.9 5.0 4.8 13.1 45,6 100
Rural nonadjacent 19.0 12.0 4.0 4.4 13.7 46.9 100
Total 5.4 9.2 7.6 5.0 22,3 50.5 100
U.S. growth rates: Percent change in employment for period shown
1979-86 -2.1 -11.7 2.9 15.7 25.1 17.6 13.1
1984~95 (proj.) 6.4 -2.9 17.8 12.1 27.1 14.2 14.5

1/ For an explanation of county and area types, see table 1.
2/ Agriculture, forestry, fishing, and mining.

Sources: Bureau of Economic Analysis, Department of Commerce, unpublished data;
(12) for growth rates; and (7) for projected growth.
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Table 7 -- Expected emplnyment growth 1979-86 and projected growth
1984-95, based on area industry composition

Expected growth 1/ Projected growth
1979-86 1984-95

Except Except
construction construction
and consumer and consumer

Overall services Overall services

Percent

Metro
Large
Medium
Small

Nonmetro
Urdban adjacent
Urpan nonadjacent
Rural adjacent
Rural nonadjacent

Total

1/ Calculated on basis of industry sector composition 1979 and
national growth rates of sectors.

Sources: Employment data: BEA, Department of Commerce.
Sector growth 1979-86: (12).
Projected sector growth, 1984-95: (7)




Figure 1. Manufacturing industries:

nonmetro location by job structure
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Figure 2 -~ Nonmetro Proportion of

Manufacturing Jobs
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Figure 3. Service sector industries:

nonmetro location by job structure
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Nonmetro residence by aducation group
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CHAPTER 3

PERFORMANCE OF THE RURAL MANUFACTURING SECTOR

Leonard E. Bloomquist

Abstrect. While the rural manufacturing sector has had substantisl
growth in recent years, most of the growth has been in manufacturing
industries that provide low-skill and low-wage jobs. This pattern
varies by region and gender. The rural West has had the highest growth
rate, and the quality of jobs provided compares favorably with th:t in
other regions. The rural South has experienced substantial employment
growth, even though the wage and skill levels of jobs provided are not
as good, on average, as in other regions. By contrast, the rural
Northeast and Midwest have relatively high-quality jobs, but employment
growth has not kept up with growth in the West and South. Finally,
rural (and urban) women tend to be employed in manufacturing jobs that
require lower skills and pay less than men.

Record trade deficits and the shift of employment from manufacturing to
services have generated discussions about the future of American manufacturing.
Trade deficits have resulted from increased foreign .ompetition in
manufacturing production. The high exchange rate of the American dollar was an
important factor for a time, and continues to be against some currencies, but
more importanut is the erosion of the competitiveness of Amarican manufacturing
industries (22). 1/ The shift of employment from manufacturing to services is
a lorg-term process that can be traced to the early part of the 20th century,
when service employment began gr.wing at a faster rate than manufacturing (2).
Since 1979, however, manufacturing employment has actually declined. The
decline has been rmost pronounced in the traditional manufacturing belt, leading
some analysts to warn of the "deindustrialization” of America (2).

The performance of U.S. manufacturing is especially important for rural
America, b~cause vhile urban areas have become increasingly dominated by
service indus-vies, the msnufacturing sector has mafatained a substantial share
of employment rural areas. The proportion of wage and salary employees
working in the . .ufacturing sector in 1984 was 22.4 percent in nonmetro

Leonard E. Bloomquist 1s a sociologist in the Agriculture and Rural Economy
Division, ERS.

1/ Underscored numbers in parentheses refer to sources listed in the
References section at the end of the chapter.
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counties, compared with only 18.5 percent in metro counties. 2/ Moreover, the
difference in the relative importance of manufacturing employment has only
emerged since 1969, when manufacturing employment accounted for 26 percent of
to.al wage and salary employment in both metro and nonmetro areas. gy

In this chapter, I analyze the recent performance of the rural manufacturing
sector. Of particular interest are the ability of manufacturing industries to
increase, or at least maintain, their employment lavels in rural areas and the
occupational distributions and average earnings of rural manufacturing worker. .
On both of these criteria, the rural manufacturing sector has performed fairly
well since 1969, although there is considerable diversity in the performance of
specific types ol manufacturing industries and in certain regions. In
addition, there are striking differences between the kinds of jobs that women
and men hold in the rural manufacturing sector. Both the overall performance
and the diversity underlying it are documented beiow.

The focus on manufacturing employrant 1s not the only perspective one could
take on the pertormance of U.S. manufacturing industries. Viewed from the
perspective of industry output, U.S. manufacturing has grown continuously since
1960, although at a lower rate in the last 15 years than during the 1960's.
Mor¢ over, a Bureau of Labor Statistics study projects that manufacturing output
will contirue growing at a faster rate thaa employment well into the 1990's,
and perhaps even widen (18).

It seems, therefore, that U.S. manufacturing has performed much better when
viewed from the perspective of output than the trends in manufacturing
employment suggest. My focus on employment stems from a concern with the rural
manufacturing sector as a source of employmeat for rural residents. To the
extent that manufacturing output 1is considered, it will be in reference to how
the output, or products, of different manufacturing industries are relatod to
their employment trends since 1969 and to the kinds of jobs they provide,

Growth in Rural Manufacturing Since 1960

The growth in rural manufacturing employment is not a new phenomenon. In fact,
the 1960's were the boom years for the rural manufacturing sector. Between
1960 and 1970, manufacturing employment grew by 22 percent in nonmetro areas,
compared with only 4 percent in metro areas (20). After 1969, the last year of
the longest economic boom of the post-World War II period, the rate of growth
in the rural manufacturing sector declined (4). Its performance nonetheless
exceeded that of the urban manu’acturing sector. Between 1969 and 1979,

3[' The terms, rural a.J nonmetro or urban and metro, are used inter-
changeably in this article. The rural/urban distinction is mcre relevant to
the conceptual model discussed later, but the available data require use of the
nonmetro/metro distinction in the empirical analysis, The ‘atter distinction
18 based on application of the 1980 Census of Population pzocedures for
defining Metropolitan Statistical Areas (MSA's).

3/ The statistics cited in this paragraph are derived from the Bureau of
Economic Analysis (BEA) Employment series data.




manufacturing employment grew by 17.4 percent in nonmetro areas, while the
growth rate in metro areas was only 1 percent. The two economic recessions of
the early 1980's contributed to a drop in manufacturing employment from the
peak levels of 1979. Once again, though, the decline was much more pronounced
in metro areas (fig. l1--see figures at end of chapter).

Manufacturing employment in both metro and nonmetro areas grew or declined in
conjunction with the business cycles of 1969-84. The rural manufacturing
gsector was mora gsensitive to business cycles than was the urban sector,
especially during expansionary times (note how the metro/nonmetro gap increased
whenever growth in manufacturing employment occurred). The pattern of changes
in total wage and salary employment makes a striking contrast with the pattern
for manufacturing employment. Growth in total employment was fairly steady
throughout the period in both metro and nonmetro areas. Thus, there was
l1ittle, if any, decline in total employment during the four recessions of the
period. Moreover, total employment grew by about the same rate in metro and
nonmetro areas. Their total employment levels in 1984 were both over 25
percent higher than their 1969 levels. 4/

Comparative Advantages of Rural Manufacturing

With respect to employment growth, therefore, the rural maaufacturing sector
has outperformed the urban manufacturing sector since 1960. Although some of
the growth in rural manufacturing employment stems from local entrepreneurial
activity, the driving force has been the migration of manufacturing firms from
the cities into rural areas (gg). The migration seems to have been spurred by
a rural comparative advantage over cities in the cost of key production
factors.

The most notable rural advantage has been the cost of labor. Indeed, Kale and
Lonsdale contend that "the availability of low-cost labor has probably been the
most important attrac:ion influencing industry to locate in nonmetropolitan
America” (12). Nonmetro areas have comparative advantages over metro areas in
other ways as well. Construction of the interstate highway system, for
example, substantially reduced transportation costs for many nonmetio places.
Land and taxes are also generally cheaper in nonmetro areas. Finally, many
nonmetro places wmade special concessions to firms in the form of tax
exemptions, rent-free plant facilities, and so on (32). These concessions were
especially attractive to firms that had no site-specific or skill requirements.

Of course, a comparative advantage in a productive factor affects industrial
location decisions only when the factor is siguificant to the organization of
production in a given industry. For instance, availability of low-cost labor
is not crucial among many “high-tech” firms. For them, the concern is with the

ﬁj' The implication of the contrast between changes in total and
manufacturing employment is that other types of industry (in particular,
service industries) have had higher growth rates in metro areas. See the
chapter in this volume by Miller and Bluestone (15) for an analysis of service
industries.




availability of highly skilled professionals or technicians; having them
available at low cost is not the crucial consideration (3). To the extent,
therefore, that the availability of low-cost labor is a major advantage that
rural areas have over cities, then they may not appear especially attractive to
high-tech firms.

Differences Among Manufacturing Industries

The last point is a very important one, for it implies that more than Juet
changes in employment should be taken into consideration when evaluating the
performance of the rural manufacturing sector. Most analysts and policymakers
alike argue that employment in high-tech industries is preferable to growth in
labor-intensiv2 industries, largely for two reasons. First, the relatively
high proportion of professionals and technicians in high-tech industries is
considered desirable, because their jobs tend to have better working conditions
and higher earnings than jobs filled by workers in blue-collar occupations
(16). Second, American high-tech industries have proven more competitive in
the world economy (13), and thus have greater potential for employment
stability (and possibly growth) in an increasingly competitive world economy.

While the label of "high-tech” industries is a popular one, it is somewhat
misleading. Many manufacturing industries that are not regarded as high-tech
actually use highly sophisticated technology. For example, automobile
manufacturers are generally not included in delineations of high-tech
industries, and yet the increased use of robotics in their production involves
a highly sophisticated technology (18). It is not the technology per se that
1s important, but how a technology 1s incorporated into the organization of
production within a manufacturing industry. The BLS definition of high-tech
industry lists three criteria: (1) a high proportion of scientific and
technical personnel in the workforce, (2) a high level of research and
devélopment expenditures, and (3) a highly sophisti